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RECESSIONS BRING DEBTS THAT POSE OPPORTUNI-

TIES AND RISKS FOR CREDITORS 

Modern recessions are met with fiscal policy that mitigates 

the contraction, but raises government debt. This spreads 

the hit of an economic shock over time by delaying taxes 

and pulling forward spending. This is wise countercyclical 

fiscal policy because recessions can bring destructive multi-

pliers without countervailing forces and confidence support. 

These Keynesian principles1 are revisited every recession 

and are widely understood and advocated. Ideally, extraor-

dinary deficits incurred from recessions would be repaid 

during expansions. This suggests that shock damage 

should be gauged by considering both the peak-to-trough 

contraction in gross domestic product (GDP) and the pre-to-

post recession climb in federal debt to GDP, noting that 

stimulus efficiency will vary independent of the shock. Be-

cause the debt that recessions leave behind is important, so 

too is stimulus efficiency. The ability to repay higher debt 

over the new cycle should be evaluated or the ability to sus-

tain it in a debt capacity context. These concepts should 

help guide creditors, whether holding Treasuries, munici-

pals, corporate bonds or other debts through this downturn. 

U.S. FEDERAL GOVERNMENT: U.S. CREDIT RISK IS 

INFLATION RISK, A RISK TO MONITOR 

The federal government is like a giant insurance company 

with an army. It insures social stability through law, common 

defense, economic welfare and other safety nets that trans-

fer from spots and times of prosperity to without. Much of 

the taxes it collects are like premiums for this insurance. 

The federal government mostly taxes labor and production 

through income and payroll taxes and also corporate profit 

and investment return taxes. If debt service becomes a diffi-

cult burden the simple choices are to reduce services or 

raise taxes. Before this recession, federal debt to GDP was 

23 trillion dollars or 110% of 2019 GDP. We expect it to rise 

to about 135% in 2021 from deficits of about 4 trillion dollars 

in 2020 and 2 trillion dollars in 2021. These high debt levels 

might eventually bring higher real interest rates or cause the 

U.S. Federal Reserve (Fed) to tolerate higher inflation. 

Efficient fiscal stimulus mitigates the risk of tight future 

budgets. Looking back at last recessions, capital injections 

to the banks by the Treasury were the most efficient stimu-

lus, albeit least popular. It restored bank stability and the 

government earned interest and warrants on its capital. 

New Federal Reserve run credit facilities for companies and 

municipalities appear most similar. However, other stimulus 

programs had less efficiency. Stimulus checks before and 

during the recession were in significant part saved. Infra-

structure funding within the 2009 Recovery & Reinvestment 

Act was dispersed across the country, including non-

economic investment usage on new playground equipment, 

field lights, fencing, etc. This should be carefully targeted if 

tried again. Infrastructure stimulus is never quickly done, so 

a good blueprint is well worth the wait. Unemployment in-

surance is history's most effective countercyclical policy. 

Expanding it in crisis makes sense, but perhaps not by an 

extra 600 dollars per recipient over the normal weekly bene-
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1 Keynesian economics are various macroeconomic theories about how in the short run – and especially during recessions – economic 
output is strongly influenced by aggregate demand.  
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fit nationwide for 19 weeks if the lockdowns are not as long 

or nationwide. The Paycheck Protection Program is innova-

tive in keeping employees affiliated with their workplace, but 

the first-come first-serve loan grant process quickly deplet-

ed the initial allocation. We strongly advocate fiscal stimu-

lus, but efficiency is needed to ensure long-term fiscal 

health. A Treasury bond default on inability to pay is incon-

ceivable given the ability to print currency. Thus, U.S. credit 

risk is really inflation risk. The federal government took ex-

clusive right to coin money when it assumed the debt of the 

states after the revolution. Thus, ability to pay is a state and 

local credit-risk issue. 

U.S. STATE AND LOCAL GOVERNMENTS: FEDERAL 

SUPPORT AND AUSTERITY IS LIKELY 

State and local governments are like giant real-estate firms 

with their own schools and police. Much of the taxes collect-

ed can be thought of as rent for using the land and associat-

ed services. Sometimes these "landlords" enhance the use 

and appeal of their land by making improvements through 

state sponsored authorities that run operations like mass 

transit, airports, universities, or essential services like water, 

sewer, and sanitation. State and local governments mostly 

tax land ownership with property taxes and personal proper-

ty through sales tax. State and local spending is 11% of 

GDP; some of this is in personal consumption like most 

federal spending at 22% of GDP. The ten highest spend 

states are 55% of the total. Government expenditures are 

generally counted in GDP without quantity or quality produc-

tivity adjustments. However, clearly what taxpayers are get-

ting for tax paid, such as for schools, differs this spring vs. 

last. 

Municipal bonds are the obligations of state or local govern-

ments or the special purpose authorities they sponsor, 

whose debts they might or might not guarantee. Most of the 

country's public infrastructure is built and operated by state 

and local authorities. About 75% of annual public infrastruc-

ture spending is done by local government or nearly all set-

ting aside the national highway system. States are sup-

posed to run balanced budgets, but many do not and have 

the legal means to run deficits and issue moderate transito-

ry debt under general obligation bonds. States cannot print 

money or declare bankruptcy (dissolve), but they can de-

fault on their debt, which would force creditors to turn to the 

courts and perhaps be subject to a restructuring plan. 

EFFICIENT INFRASTRUCTURE STIMULUS REQUIRES 

LOCAL GOVERNMENT PARTNERSHIP 

We would like to see strategic infrastructure investments 

planned for the recovery in partnership with the state-

sponsored authorities with well-established competence in 

public infrastructure projects. We think big city mass transit 

and commuter rail systems will need complete renovations 

to help foster a strong recovery of the services industries 

located in big cities. 

FIRST QUARTER EARNINGS SEASON: WISH THEY ALL 

COULD BE VIRTUAL TECHNOLOGY FIRMS 

First quarter 2020 S&P 500 earnings per share (EPS), 70% 

reported. Results point to final first quarter S&P 500 EPS to 

be down 20% year-over-year. Results bifurcated growth / 

defensive vs. value / cyclical. It will likely amplify in the sec-

ond quarter. Virtual and essential businesses are most resil-

ient, but cyclical value is very vulnerable with long recover-

ies ahead. 

GLOSSARY 

A corporate bond is a bond issued by a corporation in order finance 

their business. 

Earnings per share (EPS) is calculated as a company's net income 

minus dividends of preferred stock, all divided by the total number 

of shares outstanding. 

Fiscal policy describes government spending policies that influence 

macroeconomic conditions. Through fiscal policy, the government 

attempts to improve unemployment rates, control inflation, stabilize 

business cycles and influence interest rates in an effort to control 

the economy. 

The gross domestic product (GDP) is the monetary value of all the 

finished goods and services produced within a country's borders in 

a specific time period. 

Growth stocks are stocks from companies that are expected to 

grow significantly above market average for a certain period of time. 

Inflation is the rate at which the general level of prices for goods 

and services is rising and, subsequently, purchasing power is fall-

ing. 

Municipal bonds (Munis) are debt securities issued by a state, mu-

nicipality or country. 

The real interest rate is the nominal interest rate adjusted for infla-

tion as measured by the GDP deflator. 

A recession is, technically, when an economy contracts for two 

successive quarters but is often used in a looser way to indicate 

declining output. 

The S&P 500 is an index that includes 500 leading U.S. companies 

capturing approximately 80% coverage of available U.S. market 

capitalization. 

Treasuries are fixed-interest U.S. government debt securities with 

different maturities: Treasury bills (1 year maximum), Treasury 

notes (2 to 10 years), Treasury bonds (20 to 30 years) and Treas-

ury Inflation Protected Securities (TIPS) (5, 10 and 30 years). 

The U.S. dollar (USD) is the official currency of the United States 

and its overseas territories. 

The U.S. Federal Reserve, often referred to as "the Fed", is the 

central bank of the United States. 

Value stocks are stocks from companies that are trading at prices 

close to their book value and that are therefore cheaper than the 

market average on that metric. 
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IMPORTANT INFORMATION: EMEA 

The following document  is intended as marketing communication. 

DWS is the brand name under which DWS Group GmbH & Co. KGaA and its subsidiaries operate their business activities. Clients will be 

provided DWS products or services by one or more legal entities that will be identified to clients pursuant to the contracts, agreements, of-

fering materials or other documentation relevant to such products or services. 

The information contained in this document does not constitute investment advice. 

All statements of opinion reflect the current assessment of DWS Investment GmbH and are subject to change without notice. 

Forecasts are not a reliable indicator of future performance. Forecasts are based on assumptions, estimates, opinions and hypothetical 

performance analysis, therefore actual results may vary, perhaps materially, from the results contained here. 

Past performance, [actual or simulated], is not a reliable indication of future performance. 

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This market-

ing communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading 

prior to the publication of financial analyses. 

This document and the information contained herein may only be distributed and published in jurisdictions in which such distribution and 

publication is permissible in accordance with applicable law in those jurisdictions. Direct or indirect distribution of this document is prohibited 

in the USA as well as to or for the account of US persons and persons residing in the USA.  

DWS Investment GmbH 2020 

 

IMPORTANT INFORMATION: UK 

Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Au-

thority (Registration number 429806). 

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS 

brand are specified in the respective contracts, sales materials and other product information documents. DWS, through DWS Group GmbH 

& Co. KGaA, its affiliated companies and its officers and employees (collectively “DWS”) are communicating this document in good faith and 

on the following basis. 

This document is a financial promotion and is for general information purposes only and consequently may not be complete or accurate for 

your specific purposes. It is not intended to be an offer or solicitation, advice or recommendation, or the basis for any contract to purchase 

or sell any security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information 

contained herein. It has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 

This document does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into a 

transaction. Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, 

whether the investments and strategies described or provided by DWS, are suitable and appropriate, in light of their particular investment 

needs, objectives and financial circumstances. We assume no responsibility to advise the recipients of this document with regard to chang-

es in our views. 

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, 

completeness or fairness of such information and it should not be relied on as such. DWS has no obligation to update, modify or amend this 

document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set 

forth herein, changes or subsequently becomes inaccurate. 

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding 

the tax consequences on the purchase, ownership, disposal, redemption or transfer of any investments and strategies suggested by DWS. 

The relevant tax laws or regulations of the tax authorities may change at any time.  

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 

projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author‘s 

judgement as of the date of this document. Forward looking statements involve significant elements of subjective judgements and analysis 

and changes thereto and/ or consideration of different or additional factors could have a material impact on the results indicated. Therefore, 

actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the 

reasonableness or completeness of such forward looking statements or to any other financial information contained in this document. 

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS. 

© DWS 2020 

 

Publisher: DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany  
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IMPORTANT INFORMATION – APAC 

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS 

brand are specified in the respective contracts, sales materials and other product information documents.  DWS Group GmbH & Co. KGaA, 

its affiliated companies and its officers and employees (collectively “DWS Group”) are communicating this document in good faith and on the 

following basis.  

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 

Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the 

investments and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives 

and financial circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, rec-

ommendation or solicitation to conclude a transaction and should not be treated as giving investment advice. 

DWS Group does not give tax or legal advice. Investors should seek advice from their own tax experts and lawyers, in considering invest-

ments and strategies suggested by DWS Group. Investments with DWS Group are not guaranteed, unless specified. 

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income 

and principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any 

point in time. Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of time. The terms of 

any investment will be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. 

When making an investment decision, you should rely on the final documentation relating to the transaction and not the summary contained 

herein. Past performance is no guarantee of current or future performance. Nothing contained herein shall constitute any representation or 

warranty as to future performance. 

Although the information herein has been obtained from sources believed to be reliable, DWS Group does not guarantee its accuracy, com-

pleteness or fairness. No liability for any error or omission is accepted by DWS Group. Opinions and estimates may be changed without 

notice and involve a number of assumptions which may not prove valid. All third party data (such as MSCI, S&P, Dow Jones, FTSE, Bank of 

America Merrill Lynch, Factset & Bloomberg) are copyrighted by and proprietary to the provider. DWS Group or persons associated with it 

may (i) maintain a long or short position in securities referred to herein, or in related futures or options, and (ii) purchase or sell, make a 

market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation. 

The document was not produced, reviewed or edited by any research department within DWS Group and is not investment research. There-

fore, laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions 

expressed by other DWS Group departments including research departments. This document may contain forward looking statements. 

Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, models and hypothetical perfor-

mance analysis. The forward looking statements expressed constitute the author’s judgment as of the date of this material. Forward looking 

statements involve significant elements of subjective judgments and analyses and changes thereto and/or consideration of different or addi-

tional factors could have a material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the results 

contained herein. No representation or warranty is made by DWS Group as to the reasonableness or completeness of such forward looking 

statements or to any other financial information contained herein. 

This document may not be reproduced or circulated without DWS Group’s written authority. The manner of circulation and distribution of this 

document may be restricted by law or regulation in certain countries, including the United States. 

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 

locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be con-

trary to law or regulation or which would subject DWS Group to any registration or licensing requirement within such jurisdiction not currently 

met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, 

such restrictions. 

Unless notified to the contrary in a particular case, investment instruments are not insured by the Federal Deposit Insurance Corporation 

(”FDIC“) or any other governmental entity, and are not guaranteed by or obligations of DWS Group. 

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by 

the Securities and Futures Commission. 

© 2020 DWS Investments Hong Kong Limited 

In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by 

the Monetary Authority of Singapore. 

© 2020 DWS Investments Singapore Limited 

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640) and the content of this 

document has not been reviewed by the Australian Securities Investment Commission. 

© 2020 DWS Investments Australia Limited 
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